MASTER  NEGATIVE  # 


COLUMBIA  UNIVERSITY  LIBRARIES 
PRESERVATION  DIVISION 

BIBLIOGRAPHIC  MICROFORM  TARGET 


ORIGINAL  MATERIAL  AS  FILMED  - EXISTING  BIBLIOGRAPHIC  RECORD 


332 

Z114 


Clews,  Henry 


j:-,  ’ - \^'J- 


■3i 


Address  to  the  Minnesota  Bankers*  association 
at  Minneapolis  on  June  21,  1905,  on  the  necessity  of  an 
elastic  currency  system  and  the  desirability  of  more 
efficient  methods  of  public  accounting,  also  a remedy  for 

gold  exports 

0 16  p^ 

Bastard  title-'  pf'g.©  / i.  C 

No  24  of  a vol  pam^lets  ^ J ' ^ ' 


— *1  *-*  '• 


N 

D 

¥ 

% 

..A  J 


RESTRICTIONS  ON  USE: 


Reproductions  may  not  be  made  without  permission  from  Columbia  University  Libraries. 


TECHNICAL  MICROFORM  DATA 


FILM  SIZE: 


JS/»/» 


REDUCTION  RATIO: 


IMAGE  PLACEMENT:  lA 


IB  ilB 


DATE  FILMED: 


INITIALS: 


4€> 


TRACKING  # : 


FILMED  BY  PRESERVATION  RESOURCES,  BETHLEHEM,  PA. 


ADDRESS  TO  THE 


MINNESOTA 


BANKERS’  ASSOCIATION 


AT  MINNEAPOLIS 


ON  JUNE  21,  1905 


By  henry  clews,  LL.  D, 


J*  •" 

l-'f- 


t;-*:  ■' 

r 

.-kv  . 
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Business  Education  and  Commercial 
and  Banking  Methods. 

Mr.  President  and  Members  of  the  Minnesota  Bankers'  Associa- 
tion: 

I need  hardly  say  that  the  bankers  of  this  country  are  deep- 
ly interested  in  the  choice  of  methods  for  directing  and  devel- 
oping our  productive  energies,  and  in  the  development  of  the 
mechanism  by  which  our  business  is  controlled.  On  the  other 
hand,  the  brokers  of  the  community  who  deal  in  stocks,  bonds, 
commodities  and  other  property  are  earnestly  interested  in  hav- 
ing monetary  values  kept  sound.  They  are  primarily  desirous 
to  see  investors  protected  from  the  Irregularities  and  fluctua- 
tions produced  by  the  misuse  of  credit  or  misrepresentation. 

It  is  often  supposed  by  thoughtless  persons  that  some  natural 
opposition  exists  between  bankers  and  the  investing  public. 
Some  go  further  and  assume  the  existence  of  such  an  opposition 
between  the  consuming  class  and  the  bankers  of  the  country. 
No  errors  have  been  more  mischievous  in  our  economic  and 
political  life  than  these.  What  hurts  the  flnancial  Interests  of 
the  country  Injures  its  great  public.  The  greatest  error  of  all  is 
the  belief  in  an  opposition  of  interest  between  “Wall  Street” 
and  the  bankers  of  the  nation.  Their  interests  are  Identical  and 
commercial  soundness  is  equally  the  foundation  of  both. 

The  problem  from  this  common  standpoint  is  the  method  to 
be  employed  In  the  proper  extension  of  credit  and  the  develop- 
ment of  appropriate  machinery  for  its  use.  Commercial  condi- 
tions in  the  United  States  are  anomalous  in  many  ways.  We 
have  produced  a marvellous  industrial  and  technical  equipment 
for  the  production  of  raw  material  and  the  manufacture  of 
goods.  We  have  developed  a system  of  transportation  which 
has  no  equal,  and  elaborate  and  efficient  machinery  for  ex- 
changing commodities  and  values  has  been  built  up.  Practi- 
cally the  whole  of  our  industrial  and  economic  mechanism  has 
been  reconstructed  within  the  past  few  years. 

In  this  great  process  of  development  and  growth,  it  is  not 
strange  that  some  departments  of  business  have  lagged  behind 
others,  and  of  these  unsatisfactory  elements  the  most  conspicu- 
ous is  that  of  organization  and  management.  Our  business  men 
have  considered  that  a properly  minute  and  careful  attention  to 
the  details  of  administration  and  operation  was  sufficient  They 
have  too  often  neglected  to  follow  and  profit  by  the  obvious 
changes  in  organization,  which,  if  adopted,  would  save  them 
much  personal  effort  and — more  important  still — keep  them 
from  actual  ignorance  of  the  condition  in  some  respects  of  their 
own  enterprises.  But,  of  many  improvements  that  might  well 
be  Introduced  into  our  commercial  practice,  the  one  of  primary 
significance  is  the  adoption  of  intelligent  methods  of  accounting 
and  auditing  by  all  corporations  or  associations  of  persons 
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which  employ  a considerable  capital.  The  time  has  certainly 
arrived  when  the  old  and  familiar  systems  of  “bookkeeping"' 
will  no  longer  fittingly  and  advantageously  answer  for  the  con- 
duct of  modern  financial  business.  It  is  now  impossible  for  the 
manager  of  any  large  business  to  oversee  in  person  its  various 
operations  and  details.  Results  must  be  reduced  to  a scientific 
basis;  they  must  be  classified  with  the  same  minute  care  that 
a scientist  would  devote  to  the  arrangement  of  a series  of  plants 
belonging  to  a new  family  or  genus.  This  need  for  reform  and 
for  scientific  method  is  not  confined  to  any  one  group  of  institu- 
tions or  any  particular  species  of  business  enterprise.  It  is  a 
general,  if  not  universal,  need,  resulting  from  the  great  growth 
of  our  activities,  both  in  their  scope  and  in  the  amount  of  capi- 
tal they  involve.  Nor  is  it  confined  to  private  enterprise.  It 
extends  also  to  municipal  governments  which,  influenced  in 
part  by  the  work  on  accounting  which  is  being  done  by  the 
census  office,  are  casting  about  for  ways  by  which  they  may 
reorganize  their  business  and  statistical  methods. 

It  will  not,  however,  be  sufficient  for  our  business  men  mere- 
ly to  revise  their  methods  along  the  lines  indicated.  There 
must  be  added  a system  of  publicity  of  accounts  which  shall 
convey  to  the  investor,  in  a sincere  and  unmistakable  way, 
every  business  detail  that  he  has  any  right  to  know. 

I do  not  mean  by  this  that  the  legitimate  secrets  of  incor- 
porated companies  should  be  thrown  open  to  the  searching  eyes 
of  business  enemies,  or  competitors.  In  introducing  a proper 
system  of  accounting  and  auditing  there  should  be  full  recogni- 
tion of  the  distinction  between  what  Mr,  James  B.  Dill  calls 
“private  publicity,"  and  “public  publicity" — publicity  for  the 
investor,  the  man  directly  concerned  in  the  business  which  em- 
ploys his  funds,  and  publicity  for  the  prospective  investor,  the 
legislator  and  the  press.  Our  legislators  would  do  well  to  over- 
come the  defect  in  corporation  law  from  which,  in  many  States, 
injury  still  results — that  of  failing  to  recognize  the  distinction 
between  companies  which  are  public  in  their  nature  and 
methods,  and  those  which  are  private.  Nothing  can  be  clearer 
than  that  a company  which  looks  to  the  general  investing  com- 
munity for  resources  should  give  to  that  public  statements  so 
clear  and  precise  that  its  financial  standing  and  the  character 
of  its  management  can  be  properly  estimated.  On  the  other 
hand,  the  time  must  soon  come  when  stockholders  owning  con- 
siderable portions  of  the  capital  of  incorporated  companies, 
whether  public  or  private,  will  have  the  right  to  demand  minute 
investigations  and  reports  upon  their  operations  and  assets. 
Such  reports  can  be  intelligently  made  only  where  proper 
methods  of  accounting  are  employed,  and  where  the  inspection 
is  made  by  a man  of  special  training  for  the  work.  So  far  as 
relates  to  public  companies  and  their  accounts,  it  would  be  pre- 
ferable that  the  information  should  be  voluntarily  furnished  to 
the  public  than  that  It  should  be  exacted  under  forms  of  law, 
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and  perhaps  under  conditions  that  might  be,  not  merely  dis- 
tasteful, but  positively  injurious,  to  the  concerns  affected. 

There  has,  of  late,  been  a remarkable  growth  in  the  intensity 
of  prejudice  and  opposition  displayed  toward  large  corporate 
undertakings,  or  trusts.  Much  of  this  has  been  intelligent, 
while  some  has  been  malevolent  and  imbued  with  class  pre- 
judice, and  often  ignorance  has  been  the  foundation  of  opinion. 
The  growth  of  a habit  of  furnishing  such  accounts  will  have  a 
two-fold  effect.  It  will  furnish  a fund  of  information  that  will 
go  far  to  dispel  this  ignorance  and  prejudice;  and  it  will  meet 
a growing  public  demand  half-way.  By  conceding  fully  and 
frankly  all  that  the  public  has  any  right  to  ask,  the  unfair 
criticism,  which  is  now  encouraging  hostile  forces,  will  be  di- 
vested of  its  menace  to  private  enterprise. 

It  is  often  urged  against  such  a policy  that  it  would  foster 
competition  and  invite  hostile  legislation  or  unreasonable  taxa- 
tion. But  these  are  precisely  the  results  that  it  would  be  likely 
to  avert  The  drift  of  the  times  is  wholly  toward  large  com- 
binations, and  nothing  is  so  strong  a deterrent  to  companies  or 
persons  proposing  to  enter  a given  field  as  the  knowledge  of  the 
difficulties  which  any  particular  business  has  encountered,  and 
the  greatness  of  the  volume  of  transactions  required  to  produce 
satisfactory  profits,  as  well  as  to  insure  the  economy  necessary 
in  order  to  show  any  gains  whatever.  Such  fair  and  open  state- 
ments, too,  will  form  the  most  reliable  safeguard  against  munic- 
ipal ownership.  All  this,  of  course,  presupposes,  on  the  part  of 
corporations,  honest  returns  and  a wide  and  public-spirited  pol- 
icy upon  which  they  can  afford  to  go  before  the  world. 

The  successful  carrying  out  of  these  ideas  will  imply  the  co- 
operation of  skillful  public  accountants  and  auditors  equipped 
with  that  thorough  knowledge  of  economic  principles  which 
will  enable  them  to  formulate  systems  of  classification,  and 
show  not  merely  the  financial  condition  of  a given  business,  at 
a stated  time,  but  the  commercial  facts  upon  which  its  affairs 
rest  and  on  which  its  future  prospects  of  success  must  depend. 
Such  a body  of  experts  is  already  in  existence,  though  the  num- 
ber of  competent  men  is,  perhaps,  small,  and  far  from  being 
well  distributed  throughout  the  country.  The  men  available 
are,  however,  increasing  in  number  and  their  profession  is  gain- 
ing in  respect  and  consideration.  We  have  a number  of  char- 
tered accountants  of  Scotland  and  England  who  have  served 
the  minimum  apprenticeship  of  five  years  and  have  passed  the 
rigid  examinations  in  general  accounting,  commercial  and 
bankruptcy  law  and  actuarial  science  which  are  required  before 
their  diplomas  of  “C.  A."  are  accorded  to  them.  In  at  least 
four  States,  we  have  now  distinct  legal  recognition  of  the 
accountant  as  a professional  man,  the  standard  being  set  by 
the  State  of  New  York  in  its  Public  Accountants  Act,  which 
grants  the  title  C.  P.  A.  to  all  such  as  pass  a specified  examina- 
tion. This  example  should  be  followed  by  other  States.  It 
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would  be  well  if  these  laws  required  the  serving  of  a five  years* 
apprenticeship  before  applicants  could  graduate. 

In  banking  we  find  no  exception  to  the  general  backward- 
ness of  method  of  which  I have  been  speaking;  and  as  our 
bankers  are  the  leaders  in  commercial  thought,  other  members 
of  the  business  community  can  hardly  be  expected  to  be  more 
progressive.  Says  ex-Secretary  Gage:  ‘‘It  is  a strange  anomaly 
that  while  in  nearly  every  other  department  of  life,  improve- 
ment is  the  Indispensable  rule,  in  the  field  of  banking,  finance 
and  exchange,  we  go  on  with  an  indifferent  regard  to  the  handi- 
cap imposed  by  defective  methods.**  These  words,  though  ut- 
tered some  time  ago,  have  been  given  unexpected  and  special 
significance  by  recent  unfortunate  happenings,  on  which  I need 
not  dwell,  but  which  indicate  the  need  of  radical  changes  in 
bank  examinations  as  well  as  in  the  relations  of  our  banks  with 
their  customers  and  correspondents. 

It  should  be  remembered  that  defective  methods  are  more 
dangerous  to  the  community  in  banking  than  in  any  other  form 
of  business.  Individuals  and  corporations,  needing  to  borrow 
money,  present  to  the  banks,  when  required,  evidence  of  assets, 
and  ask  them  to  recognize  the  worth  of  these  by  granting  credit 
thereon.  If  the  banks  accommodate  their  customers,  they  prac- 
tically guarantee  the  value  of  their  assets,  or  the  collaterals 
offered;  and,  in  case  they  err,  their  capital  must  pay  the  forfeit 
to  the  extent  of  their  mistake  of  judgment 

But  unreasonable  pessimism  at  a critical  moment  may  lead 
to  an  undue  contraction  of  credit,  involving  failures  and  panic, 
just  as  too  confident  optimism  may  produce  unfounded  inflation 
and  excessive  speculation. 

While  there  is  this  hazard  of  error  in  either  direction,  and 
the  greatest  good  to  the  community  can  be  realized  only  by 
correct  judgment,  the  danger  of  accepting  weak  security  is 
greater  than  that  of  rejecting  sound  foundations  for  extensions 
of  credit.  The  Indianapolis  Monetary  Commission,  writing  in 
1897,  from  an  analysis  of  the  Comptroller's  figures  found  that 
of  328  bank  failures  reported  during  a period  of  years  139  were 
connected  with  injudicious  banking,  or  depreciation  of  securi- 
ties generally  due  to  bad  management 

Though  it  is  true  that  a lack  of  wise  judgment  in  business 
can  never  be  guarded  against,  it  is  evident  that  the  percentage 
of  error  may  be  greatly  reduced  by  proper  methods  of  gaining 
information  concerning  the  facts  upon  which  judgment  must  be 
based.  A defective  system  for  obtaining  such  information 
must  be  held  to  be  primarily  responsible  for  the  errors  of  judg- 
ment committed  by  bankers,  who  are  as  competent  a body  of 
business  men  as  can  be  found  in  the  world.  The  question  of 
sound  credit  is  thus  exhibited  as  the  problem  of  finding  ways 
and  means  to  reduce  the  granting  of  credit  to  a science. 

It  is  evident  that  in  the  performance  of  this  most  Important 
function,  the  banker  is  entitled  to  all  the  aid  that  he  can  secure, 
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And  it  must  be  added  that  there  has  been  steady  progress  in  the 
means  adopted  for  assuring  the  character  of  this  basis  for 
credit  It  was,  perhaps,  the  most  perfect  system  of  granting 
credit  when  the  local  banker,  like  David  Harum,  knew  every 
borrower  in  his  own  community  and  could  make  proper  allow- 
ances for  personal  untrustworthiness,  or  give  personal  integrity 
and  initiative  their  due  weight  as  security  for  the  payment  of 
loans. 

Unfortunately,  the  direct  personal  touch  is  lost  as  commer- 
cial communities  grow  larger  and  commercial  life  becomes  more 
complex.  The  old  methods  grow  antiquated,  like  the  stage  coach 
and  the  wooden  sailing  vessel  in  the  face  of  modem  ideas  of 
transportation.  In  order  to  take  their  place,  an  ingenious 
mechanism  has  been  developed  in  our  best  institutions.  The 
older  and  more  familiar  method  of  lending  upon  general  knowl- 
edge  of  the  strength  of  the  names  presented,  and  upon  informa- 
tion as  to  the  main  circumstances  of  the  business,  gathered  in 
some  more  or  less  casual  way,  has  been  discarded.  In  its  place, 
there  is  now  being  generally  substituted  throughout  the  coun- 
try the  practice  of  requiring  borrowers  to  make  full  statements 
of  their  business  before  granting  them  any  accommodation,  and 
a complex  and  highly  developed  system  of  recording  and  classi- 
fying information  concerning  borrowers  has  been  evolved. 

The  man  who  would  get  credit  must  fill  out  forms  which 
furnish  in  more  or  less  detail,  according  to  the  circumstances, 
the  data  which  will  enable  the  bank  to  judge  of  his  business. 
In  the  modern  financial  institution  the  “credit  department'*  has 
become  the  regulator  of  the  whole  mechanism.  Some  consider 
the  present  requirements  of  full  statements  and  appraisement 
unreasonable.  There  has  probably  never  been  a change  or  for- 
ward step  in  business  practice  that  was  not  so  considered  by 
some  of  the  persons  affected  by  it.  Yet  no  change  in  our  bank- 
ing methods  can  be  more  conspicuously  justified  than  this.  It 
has  long  been  in  vogue  in  foreign  countries  where  banking  is 
more  nearly  a profession  than  a business.  Says  Professor  Al- 
bert S.  Bolles:  “A  borrower  wishes  a bank  to  put  its  funds  for 
a time  completely  beyond  its  reach;  surely  he  ought  not  to 
expect  that  this  will  be  done,  unless  assured  that  the  money 
will  be  forthcoming  at  the  time  promised.  Ought  the  bank  to 
be  satisfied  with  his  promise  that  he  will  do  so?  We  all  know 
what  a wide  and  impassable  gulf  there  often  is  between  inten- 
tion and  performance.  The  applicant  may  be  perfectly  honest 
and  have  the  best  intentions,  but  a true  disclosure  of  his  af- 
fairs might  at  once  lead  the  bank  to  decline  his  application.** 
The  fact  that  many  of  our  business  men,  even  those  who 
are  leaders  of  thought  in  their  own  communities,  continue  to 
employ  antiquated  methods  in  the  conduct  of  their  business 
and  still  depend  upon  out-of-date  forms  of  statement,  entails 
grave  danger  to  the  credit  basis  of  the  community.  And  this 
danger  is  the  greater  because  those  who  are  the  cause  of  it  have 
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no  Intention  to  deceive.  Some,  -when  they  become  involved, 
purposely  resort  to  misleading  methods  of  statement,  or  even 
wilfully  misrepresent  the  state  of  their  affairs.  But  these  are 
the  exceptions.  The  truth  is  that  this  is  more  than  a question 
of  personal  honesty  and  honor.  It  involves  the  commercial 
soundness  of  the  community,  and  every  effort  should  be  em- 
ployed to  ascertain  facts,  and  make  sure  that  the  statements 
submitted  by  applicants  for  credit  correctly  represent  the  state 
of  the  business  to  which  they  relate.  Our  practice  has,  in  this 
regard,  been  far  too  lax;  and  a long  step  toward  sounder  condi- 
tions would  be  taken  were  our  bank  managers  to  require  the 
certification  of  the  balance  sheets  of  borrowers  by  competent 
public  accountants.  Such  a plan  is  followed  in  European  coun- 
tries with  most  satisfactory  results. 

The  banking  community  can  do  much  toward  the  introduc- 
tion of  sounder  methods  of  accounting  and  better  business 
practice.  The  requirements  that  the  banker  makes,  the  princi- 
ples that  he  lays  down,  will  be  accepted  by  those  who  look  to 
him  for  light  and  leading.  But  there  is  another  factor  in  the 
movement  that  must  be  considered  of  controlling  importance. 
This  is  the  proper  education  of  those  who  are  to  become  our 
business  men.  I do  not  in  the  least  deprecate  the  services  and 
splendid  initiative  of  those  who,  by  their  own  unaided  abilities, 
have  brought  this  country  to  its  present  commanding  stage  of 
development.  They  have  laid  the  foundations  of  our  commer- 
cial prosperity  deep  and  strong.  I do  them  no  injustice  when 
I say  that,  in  the  new  career  of  world  commerce  upon  which  we, 
as  a nation,  have  entered,  there  is  pressing  need  for  a new 
kind  of  technical  instruction  in  commercial  subjects  which  shall 
at  least  equal,  and  if  possible  surpass,  that  which  is  afforded 
to  young  men  in  Europe  who  are  contemplating  a commercial 
career.  The  recent  marvellous  advance  made  by  Germany  in 
gaining  control  of  the  markets  of  the  world  is  largely  due  to  the 
minute  and  careful  technical  instruction  afforded  to  her  people 
by  a thorough  system  of  technical,  trade  and  commercial 
schools.  And  what  Germans  have  done  by  their  technical  and 
industrial  training  they  are  beginning  to  do  through  their  com- 
mercial education.  Inquiries  made  by  the  London  Chamber  of 
Commerce  not  long  ago  showed  that  at  least  35  per  cent  of  the 
firms  interrogated  there  employed  foreigners,  principally  Ger- 
mans. Many  gave  it  as  their  opinion  that  foreign  training  was 
such  as  to  fit  its  recipients  so  fully  for  modern  commerce  as  to 
preclude  the  possibility  of  successful  competition  by  others. 

The  question  of  introducing  such  a system  of  instruction  in 
this  country  has  been  much  discussed.  It  has  been  asked 
whether  it  can  properly  be  furnished  by  our  higher  institutions, 
and  some  have  doubts  whether  it  can  be  given  at  all.  That 
existing  methods  in  education  are  unsatisfactory  and  that  a 
new  kind  of  training  should  be  substituted  for  them  is  beyond 
question. 
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Granting  that  the  new  education  for  business  men  can  and 
must  be  given  in  place  of,  or  at  least  in  addition  to,  existing 
curricula  the  question  still  remains:  By  what  group  of  institu- 

tions should  such  training  be  furnished?  Perhaps  this  question 
can  best  be  answered  by  briefly  stating  what  is  actually  being 
done.  The  past  few  years  have  witnessed  a remarkable  in- 
crease in  the  number  and  scope  of  courses  in  economics,  finance 
and  kindred  subjects  that  are  being  afforded  by  our  colleges, 
and  there  are  now  few  colleges  of  importance  in  which  such 
instruction  is  not  afforded,  and  fewer  still  where  it  is  not 
recognized  as  indispensable.  Too  often  the  instruction  afforded 
by  our  higher  institutions  has  been  abstract,  hair-splitting,  de- 
void of  relation  to  actual  life.  It  has  been  metaphysical  rather 
than  practical.  But  this  trouble  is  now  at  last  being  appre- 
hended, and  the  remedy  is  beginning  to  be  applied.  In  six  or 
eight  American  universities,  earnest  efforts  are  making  to  offer 
courses  that  shall  be  truly  representative  of  practical  business. 
At  the  “School  of  Commerce.  Accounts  and  Finance,”  of  the 
New  York  University,  at  Dartmouth  College,  at  the  Wharton 
“School  of  Finance”  in  the  University  of  Pennsylvania,  and  at 
the  Universities  of  Chicago,  of  California,  of  Wisconsin,  and 
elsewhere,  this  effort  is  being  prosecuted  with  zeal  and  with 
hopeful  chances  for  success. 

Practical  courses  in  banking,  accounting,  transportation,  cor- 
poration flnance,  international  exchange,  industrial  processes, 
and  kindred  lines  of  study,  are  being  developed,  and  a new 
literature,  practical  rather  than  theoretical,  is  appearing.  The 
process  will  be  a long  one,  but  a sound  foundation  is  being  laid. 
How  real  a start  the  new  movement  is  getting  can  be  realized 
from  the  fact  that,  during  the  past  eighteen  months,  at  least 
flve  American  University  Presidents  have  attempted  to  bring 
together  men  who  had  pursued  a business  specialty,  and  who 

were  capable  of  giving  instruction  in  it. 

The  accountants’  profession,  in  view  of  its  gre^t  and  grow- 
ing importance,  ought  indeed  to  be  definitely  and  formally 
raised  to  a higher  level.  Every  University,  and  every  college, 
should  have  an  Accountants’  School,  just  as  it  has  a Medical 
School,  or  a Law  Department,  and  give  diplomas  to  accountants 
on  graduating,  as  it  would  to  graduating  students  in  either  of 
the  other  departments.  A separate  degree  for  accountants 
would,  of  course,  have  to  be  created,  and  this  degree  would  not 
only  deflnltely  and  formally  elevate  their  business  to  the  rank 
of  a profession,  but  command  public  confldence  in  their  work, 
so  that  their  certiflcates  of  the  results  of  examinations  of  ac- 
counts would  be  accepted  as  reliable  and  conclusive  by  the 

public. 

While  something  has  been  done,  and  much  is  now  doing,  far 
more  still  remains  to  be  done,  for  ultra-conservative  men  still 
cling  to  the  older  type  of  education.  The  task  of  popularizing 
the  work,  of  carrying  the  new  ideas  of  training  over  the  length 
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and  breadth  of  the  land,  will  be  a labor  of  many  years.  Its 
complete  and  ultimate  success  must  depend  upon  the  bankers 
and  business  men  of  the  country.  What  they  demand  and 
what  they  support,  that  we  shall  have,  in  time,  and  not  until 
our  technical  and  commercial  education  is  raised  to  a par  with 
that  of  other  countries,  shall  we  reach  a sound  and  safe  and 
equal  basis  of  competition  with  them  in  that  respect.  In  pro- 
portion as  well  trained  men  take  their  places  everywhere  In  the 
industrial  life  of  the  nation,  will  new  and  exact  methods  be 
everywhere  introduced  and  Improved  upon,  and  the  foundations 
of  our  commerce  and  credit  be  strenirthened. 

But,  without  reference  to  the  broader  effects  of  the  new 
commercial  education,  more  careful  scientific  accounting  and 
auditing  will  not  only  reduce  bank  failures  to  a minimum,  but 
lessen  the  danger  of  loss  to  banking  institutions  from  erroneous 
valuations  of  the  security  offered  for  loans  and  unwise  dis- 
counts. If  these  points  be  conceded,  there  are  several  im- 
portant Inferences  that  may  safely  be  drawn  from  them.  Prob- 
ably the  most  important  of  these  Inferences  relates  to  the  basis 
upon  which  our  bank  note  currency  now  rests.  Given  a con- 
tinuance of  present  conditions,  the  rapid  reduction  of  United 
States  bonds  is  a foregone  conclusion.  Already  their  price 
renders  note-issues  based  upon  their  deposit  with  the  Treasury 
of  little  or  no  profit  to  the  bank  which  puts  them  into  circula- 
tion. The  objection  to  existing  conditions  is  greatest  in  the 
limitations  placed  upon  the  reduction  of  circulation  which  seem 
designed  for  the  very  purpose  of  preventing  the  attainment  of 
elasticity  In  our  bank  currency.  The  national  banks  are  in  im- 
perative need  of  a removal  of  the  unreasonable  limitation  upon 
withdrawals  of  bonds  and  of  the  introduction  of  such  other 
minor  changes  as  will  tend  to  render  the  national  banking 
system  more  responsive  to  business  needs. 

The  proposal  to  do  away  with  the  United  States  bond-security 
behind  our  national  bank  note-issues  and  to  place  them  upon 
the  same  basis  as  the  Canadian  bank  bills,  has  often  been 
mooted.  Two  classes  of  reasons  are  commonly  assigned  for  our 
failure  to  accept  the  experience  of  other  nations  In  regard  to 
the  conditions  of  issue  of  bank  notes.  One  class  relates  to  the 
difficulty  of  properly  supervising  the  banks  themselves,  and 
assuring  their  honest  administration  of  the  funds  committed  to 
their  charge;  the  other  to  the  difficulty  experienced  by  bank 
officers  in  properly  Judging  the  worth  of  the  assets  upon  which 
the  new  note-currency  would  rest.  All  these  considerations  are 
evidently  reduceable  to  the  single  one  of  security.  In  other 
words,  let  proper  security  be  assured  and  there  is  nothing  to  be 
urged  against  the  abandonment,  at  least  in  part,  of  the  United 
States  bond  deposits  as  a basis  for  circulation  and  the  introduc- 
tion of  a more  elastic  currency  system. 

The  banker  who  doubts  the  possibility  of  issuing  a safe 
currency  based  on  commercial  assets  never  questions  the  worth  f ‘ 
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of  his  own  assets  and  of  those  possessed  by  Institutions  con- 
ducted upon  similar  lines.  He  complains  of  the  danger  of  bad 
loans,  of  fraud,  of  unsound  banking,  on  the  part  of  other  institu- 
tions. It  is  obvious  that  all  banking  within  its  own  sphere, 
whether  local,  national,  or  international,  should  be  as  good  as 
the  best  If  examinations  are  inadequate,  we  should  see  that 
they  are  made  more  rigorous;  if  doubt  exists  as  to  the  value 
of  a borrower’s  assets,  or  of  the  security  offered,  we  should  clear 
it  up  by  demanding  statements  as  to  the  condition  of  the  bor- 
rower, or  the  value  of  his  collaterals,  made  upon  scientific  lines 
and  guaranteed  by  expert  inspection  and  certification,  or  refuse 
accommodation.  This  is  the  plan  now  rapidly  coming  into 
vogue  among  large  New  York  institutions,  and  there  is  no  rea- 
son why  it  should  not  be  adopted  throughout  the  country. 

I do  not  know  of  any  better  evidence  as  to  what  can  be  done 
by  the  application  of  expert  methods  in  ensuring  the  sound- 
ness of  assets  than  that  offered  by  the  Hon.  James  H.  Eckels  in 
a recent  address  before  the  University  of  Chicago  School  of 
Commerce.  He  said: 

“Since  I have  been  at  the  Commercial  National  Bank  we 
have  bought,  in  four  years,  some  $70,000,000  of  commercial 
paper,  and  of  that  we  had  only  one  note  not  paid  at  maturity, 
although  it  was  paid  later;  and  one  of  $10,000  on  which  there 
was  a loss  of  $2,000." 

The  benefits  to  be  derived  from  an  elastic  currency  have 
been  so  often  and  so  well  set  forth  that  they  need  no  recapitula- 
tion from  me.  Why,  therefore,  should  we  qjietly  put  up  with 
existing  evils?  Other  countries  are  enjoying  the  fruits  of  proper 
currency  methods  in  the  shape  of  low  interest  rates,  sound 
credit  systems  and  assured  knowledge  of  business  conditions. 
Yet  we  still  lock  up  in  unavailable  bonds  large  portions  of  our 
banking  assets,  which,  so  far  as  active  business  is  concerned, 
might  as  well  be  underground.  With  improved  business  prac- 
tice, with  proper  precaution  for  judging  collateral  security,  and 
credits,  and  above  all  with  a community  of  young  business  men 
trained  in  the  best  methods  of  the  new  education,  we  may  look 
forward  to  a conservative  forward  movement  towards  sounder 
credit,  more  solid  banking,  and  more  responsive  currency. 

Meanwhile,  with  regard  to  our  national  banking  system,  I 
suggest  one  very  important  preliminary  change  that  Congress 
should  authorize  without  delay,  and  that  is  to  allow  the  national 
banks  to  deposit,  with  the  United  States  Treasury,  State  and 
Municipal  bonds  approved  by  the  Comptroller  of  the  Currency, 
as  well  as  bank  assets,  to  secure  one-half  the  currency  they 
may  issue.  This  would  induce  them  to  take  out  more  notes 
than  they  find  it  profitable  to  do  under  the  present  law,  which 
requires  all  their  circulation  to  be  secured  by  United  States 
bonds. 

These,  however,  are  so  high  in  price,  that  they  yield  an  ex- 
tremely low  rate  of  interest,  and  there  is  little  inducement  to 
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buy  them  even  by  the  small  country  banks,  which  bank  largely 
on  their  circulation,  whereas  the  large  city  banks  bank  on  their 
deposits.  Secretary  Shaw  has  already  taken  a step  in  this  direc- 
tion by  accepting  State  and  Municipal  securities  to  secure  Gov- 
ernment deposits  when  we  have  had  a stringent  money  market, 
and  Congress  will,  I think,  be  willing  to  so  amend  the  National 
Currency  Act  as  to  permit  of  the  suggested  change.  The  effect 
of  this  half-way  measuie  would  be  great  and  immediate;  and 
we  urgently  need  this  widening  of  the  foundation  for  national 
bank  note  issues,  in  view  both  of  the  high  price  and  the  extreme 
scarcity  in  the  open  market  of  United  States  bonds,  and  the 
constantly  growing  requirements  of  our  rapidly-growing  popu- 
lation for  currency. 

In  particular,  bank  assets  should  be  made  available  in  the 
same  way  as  United  States  or  other  bonds  for  circulation,  the 
one  form  of  security  being  practically  equal  to  the  other  when 
both  are  good,  and  of  course  they  would  not  receive  the  ap- 
proval of  the  Comptroller  of  tlie  Currency  unless  they  were. 
Bank  officers  all  over  the  country  should  use  their  infiuence 
with  Congress  to  bring  about  this  desirable  result. 

In  our  rapidly  progressive  age,  whatever  is  obsolete  or  un- 
necessary, or  a hindrance  to  development,  should  be  swept 
away  like  cobwebs  and  whatever  is  most  direct,  time-saving 
and  conducive  to  our  national  prosperity  and  legitimate  expan- 
sion, within  the  limits  of  safety  and  sound  banking,  should  be 
adopted. 

Old-fogyism  should  not  be  allowed  to  stand  in  the  way  of 
needed  reforms  or  obstruct  the  march  of  progress,  either  in 
banking  or  general  business,  and  the  financial  and  commercial 
policy  of  the  nation  should  aim  to  leave  banking,  domestic 
trade  and  manufactures  and  foreign  commerce,  as  much  as 
possible,  untrammeled  by  needless  restraints. 

Among  minor  matters  the  present  cumbersome  and  expen- 
sive custom  of  settling  foreign  exchange  balances  by  shipping 
gold  from  this  country  to  others,  and  vice  versa,  should  be 
superseded  by  an  international  gold  clearing  house.  The  de- 
tails of  this  could  be  easily  arriinged  by  means  of  a gold  note 
currency  issued  against  gold  deposits,  and  a mutual  agreement 
between  the  large  banks  here  and  those  in  Europe.  It  has 
such  obvious  advantages  that  the  sooner  this  international 
clearing  house  method  is  adopted  the  better.  It  will  save  not 
only  the  freight  and  packing  and  insurance  charges,  and  loss 
of  interest  on  gold  in  transit,  but  the  heavy  loss  by  abrasion 
consequent  on  transportation.  It  will  save  time,  risk  and  un- 
certainty, too,  by  making  cable  telegrams  take  the  place  of 
gold  shipments  in  the  transmission  of  credits,  and  *by  taking 
the  initiative  in  this  and  the  other  matters  suggested,  we  shall 
be  foremost  in  the  march  of  improvement. 

HENRY  CLEWS. 

New  York,  June  20,  1906. 
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